Part 1: Virginia Breezes Along, But Are There Storm Clouds On The Horizon? by Center for Economic Analysis and Policy, Old Dominion University
VIRGINIA BREEZES 
ALONG, BUT ARE 
THERE STORM CLOUDS 
ON THE HORIZON?
After climbing a great hill, one only finds 
that there are many more hills to climb. I 
have taken a moment here to rest, to steal 
a view of the glorious vista that surrounds 
me, to look back on the distance I have come. 
But I can only rest for a moment, for with 
freedom comes responsibilities, and I dare 




or six consecutive years since the 
end of the Great Recession, real 
(after-inflation) economic growth in 
Virginia lagged that of the United States. 
The twin hammers of the recession and 
federal budget sequestration fell heavily on 
the Commonwealth. Job creation lagged 
neighboring states, Virginians left in greater 
numbers in search of superior economic 
opportunities and perceptions of the business 
climate fell precipitously. Naysayers argued 
that Virginia’s time had passed and that 
the Commonwealth was no longer open for 
business. We could only look wistfully on the 
fortunes of Georgia, North Carolina and Texas 
and wonder how it all went wrong.
While some pessimism was warranted, Virginia 
finally appears to have turned the proverbial 
economic corner and has been accelerating 
in 2018. Federal government spending, which 
is responsible for more than 30 percent of 
the Virginia economy, is rising. Job creation 
continues to improve, tourism continues to 
grow and the housing sector is showing robust 
price growth. 
State government revenue collections rose 
during the 2017-18 fiscal year (FY) and 
through the second quarter of FY 2019. The 
Commonwealth wisely added to its “rainy day” 
fund to bolster its bond rating and increase its 
ability to weather inevitable future economic 
storms. 
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Virginia is poised for continued growth into 2019. The unemployment 
rate is nearing 3 percent and the labor force continues to expand. The 
Port of Virginia is expected to eclipse last year’s record for cargo traffic, 
although it must contend with increasing competition from other ports. 
The Department of Defense (DOD) base budget grew considerably in FY 
2018 and again in FY 2019, creating new demands for labor, especially in 
Hampton Roads and Northern Virginia. Efforts to improve the business 
climate have borne fruit, with a top-five ranking by CNBC in 2018. 
Virginia is, in fact, open for business.
Opportunities, however, are not without challenges. Economic growth 
continues to be unevenly distributed across the Commonwealth. Medicaid 
expansion, which will improve health outcomes of new enrollees and 
lower uncompensated care costs to health care providers, will constitute 
a net economic benefit to Virginia’s budget. On the other hand, Medicaid 
expansion may also increase the long-term financial risks associated with 
the Commonwealth’s budget because of the possible unreliability of federal 
funding to support the expansion.
Though Virginia continues to be an attractive destination for international 
migrants, it recently has struggled to retain its residents. The opioid crisis 
continues to plague the Commonwealth and the nation. Further, our labor 
force participation rate remains low when compared to the period prior 
to the Great Recession – about one-third of working-age residents are no 
longer actively participating in the labor force. 
Virginia, for better or worse, is impacted more by the vagaries of the 
federal government than many of its neighbors. The continuing trade 
conflict with China will adversely impact the operations of the Port of 
Virginia and all those who use the Port, including Virginia farmers. 
The federal government’s decision to increase spending and cut taxes is 
fueling growth in the short run but has also added to the federal debt. We 
must recognize that the current fiscal habits of the federal government are 
unsustainable and that, at some point, a retrenchment of spending and 
taxes must come. When this occurs, Virginia’s economic dependence on 
the federal government will once again prove problematic.
1 The compound average growth rate can be determined by the following: CAGR = ((Final Period/Initial Period)^(1/number of periods))-1.
After an anemic recovery from the Great Recession and sequestration, 
Virginia’s economy picked up the pace in 2018 and is likely to continue 
to improve more rapidly in 2019. Many standard economic indicators 
are not only pointing in the right direction, but also are at or near 
record levels. We should not, however, grow complacent. There are 
storm clouds on the horizon. The challenge now is to continue to enact 
wise policies to foster and sustain economic growth while preparing 
for the next eventual downturn. No tree grows to the sky, and every 
business cycle comes to an end.
Reconciling the prospects for growth in the short term with the 
uncertainty of the long term is a primary task we undertake in this 
chapter. We will examine these sometimes puzzling pieces of data and 
provide a more focused picture of the state of the Commonwealth and 
what policies will likely work best for Virginia in the years ahead. 
Growth Picks Up In 2018
Gross domestic product (GDP) is the headline measure of economic 
performance in the United States and the Commonwealth. It places a 
dollar value on all the goods and services we produce. While no measure of 
economic activity is perfect, and GDP does not count nonmarket activities 
such as barter, misses portions of the “gig economy” and does not place 
a value on household production, it remains the most commonly used 
benchmark of the value of overall economic activity. We should note that 
the GDP data on the state level arrive with some lag. The data for the 
second quarter of 2018 did not arrive until November 2018 and, as always, 
these numbers are subject to revision. 
Table 1 presents annual GDP for Virginia in nominal and real (inflation-
adjusted) dollars. We focus on real GDP, as it removes the influence of 
price inflation from our discussion. We can compute a compound average 
growth rate (CAGR) to obtain an annual average rate of growth from 
2006 to 2007.1 Virginia’s real GDP grew at an annual average rate 
of only 0.7 percent between 2006 and 2017. Even if we only focus on 
5the last five years, the average annual GDP growth rate was a mere 
0.9 percent from 2013 to 2017. To say that the economic performance 
of the Commonwealth was underwhelming in the early years of this 
decade might be an understatement.
TABLE 1
VIRGINIA’S REAL GROSS DOMESTIC PRODUCT AND 
ANNUAL GROWTH RATES, 2006-2017
Year Nominal GDP Real GDP Real GDP Growth
2006 $379,180 $405,682 2.4%
2007 $392,553 $408,148 0.6%
2008 $398,817 $407,227 -0.2%
2009 $407,302 $407,302 0.0%
2010 $420,862 $416,903 2.4%
2011 $429,174 $419,724 0.7%
2012 $441,144 $422,269 0.6%
2013 $449,235 $422,275 0.0%
2014 $459,242 $422,957 0.2%
2015 $479,669 $430,768 1.8%
2016 $491,221 $432,862 0.5%
2017 $508,662 $441,494 2.0%
Source: Bureau of Economic Analysis, 2018
Graph 1 compares the Commonwealth’s economic performance with that 
of the United States from 2010 to 2017. The conclusion is clear: Real GDP 
growth for the U.S. was higher than that for Virginia, on average, in each 
year this decade. However, Virginia’s economic performance did improve 
in 2017, with the Commonwealth’s real growth rate approaching that of 
the U.S. Let’s look at the data.
Graph 2 presents the annualized percentage change in quarterly real 
GDP from the first quarter of 2014 through the second quarter of 2018 
for Virginia. The Commonwealth’s economy vacillated between growth 
and contraction from the first quarter of 2014 to the first quarter of 2017. 
Since the second quarter of 2017, however, Virginia has grown for five 
consecutive quarters and appears to be poised to grow well into 2019.
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GRAPH 1
VIRGINIA AND THE UNITED STATES: 
GROWTH OF REAL GDP, 2010-2017




VIRGINIA AND THE UNITED STATES: 
ACTUAL AND FORECASTED GROWTH OF REAL GDP, 2010-2017 
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7GRAPH 2
VIRGINIA: ANNUALIZED PERCENTAGE CHANGE IN QUARTERLY REAL GDP, 
1ST QUARTER 2014 TO 2ND QUARTER 2018
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Comparing the quarterly economic performance of the United States and 
Virginia from the first quarter of 2016 to the second quarter of 2018 yields 
some interesting insights. Table 2 illustrates that 2016 was a mixture of 
quarterly economic growth and contraction. Even though the Virginia 
economy contracted in the first quarter of 2017, what followed is not only 
several straight quarters of growth, but, more importantly, growth at 
a rate nearing that or equal to the United States. This is a remarkable 
change from the first six years of the decade where Virginia’s overall 
economic performance has lagged that of the nation. 
Drawing back, there now appears to be sufficient data for us 
to conclude that the Virginia economy has pulled itself out of 
the doldrums of the Great Recession and sequestration. The 
Commonwealth economy is not only growing, it is accelerating ahead.
Graph 3 presents data for the first half of 2018 as well as our forecasts for 
the second half of 2018 and 2019 for the United States and Virginia. U.S. 
economic growth surged in the second quarter of 2018, largely due to the 
impact of the Tax Cuts and Jobs Act of 2017 and the Bipartisan Budget 
Agreement of 2018. Second quarter 2018 growth also surged in Virginia 
due, in part, to increases in defense spending. However, after the second 
quarter of 2018, we expect that national economic growth will taper. We 
forecast that the U.S. and Virginia economies will grow at similar rates 
(subject to our usual caveats on economic shocks) through 2019. 
That the Virginia economy is expected to perform as well as the U.S. 
economy is a significant change from earlier in this decade. Given the large 
increases in defense spending through September 2019, plus improved 
expectations due to the announcement of Amazon’s HQ2 in Northern 
Virginia, we expect Virginia’s growth will likely outperform the United 
States in 2019.
TABLE 2
VIRGINIA AND THE UNITED STATES:  
ANNUALIZED CHANGE IN QUARTERLY REAL GROSS DOMESTIC 
PRODUCT, 2016 Q1-2018 Q2
Year United States Virginia
2016 Q1 1.5% -4.1%
2016 Q2 2.3% 3.0%
2016 Q3 1.9% 1.7%
2016 Q4 1.8% 3.9%
2017 Q1 1.8% -0.7%
2017 Q2 3.0% 2.4%
2017 Q3 2.8% 2.8%
2017 Q4 2.3% 1.3%
2018 Q1 2.2% 2.1%
2018 Q2 4.2% 4.2%
Source: Bureau of Economic Analysis, 2018 and Dragas Center for Economic Analysis and Policy. Real GDP 
is measured in millions of chained 2012 dollars, seasonally adjusted at annual rates. The data represent the 
annualized change in quarterly real GDP from the previous quarter. 
9GRAPH 3
ACTUAL AND FORECASTED ANNUALIZED QUARTERLY REAL GDP GROWTH: 
VIRGINIA AND THE UNITED STATES, 2018 Q1 TO 2019 Q4
Source: Bureau of Economic Analysis, 2018, and the Dragas Center for Economic Analysis and Policy, Old Dominion University. U.S. third quarter 2018 real GDP is the second estimate, while Virginia second quarter 2018 is the advance 







Source: Bureau of Economic Analysis, 2018. U.S. second quarter 2018 real GDP is the third quarter estimate, while Virginia first quarter 2018 is the advance estimate. U.S. third quarter 2018 to second quarter 2019, and 
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Federal Spending Rises, 
But Will It Last?
One of the main drivers of Virginia’s economic engine is federal 
government spending. Not only has Virginia consistently ranked among 
the top five states in terms of federal spending as a percentage of state 
GDP, but also it ranked first in terms of federal spending per capita in FY 
2015.2 About 30 percent of economic activity in the Commonwealth can be 
attributed to the activities of the federal government.
While income transfers to individuals are a part of the overall activity of 
the federal government in Virginia, these programs are largely driven by 
law. Social Security payments, for example, may be influenced by decisions 
about cost-of-living adjustments, but these payments are largely outside 
the purview of the annual budgeting process. Discretionary spending, 
on the other hand, is typically drafted, debated, passed by Congress and 
signed into law on an annual basis.3
An award is defined as money the federal government has promised to 
pay a recipient. Funding may be awarded to a company, organization, 
government or individual. An obligation is a binding agreement between 
the federal government and the recipient of the award to spend an award 
now or in the future.
Table 3 illustrates how awards from the federal government flow into the 
Commonwealth. Federal contract awards are typically the largest category, 
followed by direct payment awards to individuals. Total federal awards per 
capita in FY 2018 were approximately $12,000 in Virginia, slightly more 
than the $11,360 per capita in Maryland and significantly higher than the 
$6,800 in awards per capita in North Carolina.
2  “Federal Spending in the States (2017),” The Council of State Government. http://knowledgecenter.csg.org/kc/system/files/2017_CFFR_Report_3.pdf.
3  We recognize there are multiyear appropriations (shipbuilding, for example), but the majority of discretionary appropriations are for a specific fiscal year.
TABLE 3
NOMINAL FEDERAL AWARDS IN VIRGINIA: 
BILLIONS OF NOMINAL DOLLARS, FISCAL YEARS 2016-2018*
Year FY 2016 FY 2017 FY 2018
Contracts $50.6 $52.9 $51.7
Direct Payments $28.3 $32.8 $35.5




Loans 0.001 $0.5 $1.2
Total $88.3 $99.2 $102.0
Source: USAspending.com. Data are current as of Dec. 2, 2018, and are subject to revision. We caution 
that the FY 2018 data are likely to be revised, as the fiscal year concluded on Sept. 30, 2018. An award is 
a promise by the federal government to pay a recipient and an obligation is a binding agreement for the 
federal government to pay part or all of an award.
Graph 4 illustrates total federal awards, DOD awards and non-DOD 
awards made to individuals or organizations in Virginia from FY 2008 
to FY 2018. Between FY 2008 and FY 2011, DOD awards stagnated and 
then actually declined between FY 2011 and FY 2015. Federal budget 
sequestration and the subsequent caps on discretionary spending clearly 
negatively affected DOD awards in Virginia. However, because non-DOD 
award increases were greater than DOD award decreases from FY 2009 to 
FY 2011, total federal spending increased in Virginia. 
From FY 2012 through FY 2014, total federal awards declined and did not 
grow significantly in FY 2015 and FY 2016. It should be no surprise that 
the uptick in federal awards in FY 2017 and FY 2018 is closely aligned 
with increases in the Commonwealth’s economic performance. The ebbs 
and flows of total federal spending this decade in Virginia are clearly 




NOMINAL TOTAL FEDERAL AWARDS, DOD AWARDS AND NON-DOD AWARDS: 
BILLIONS OF NOMINAL DOLLARS, VIRGINIA, FY 2008 TO FY 2018
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Federal contract awards in Virginia totaled $51.7 billion in FY 2018 
and accounted for almost 51 percent of all federal awards in the 
Commonwealth. Virginia also ranked second in the nation in total federal 
contract awards in FY 2018, behind only California. Of the $51.7 billion of 
federal contract awards in Virginia in FY 2018, almost $30 billion came 
from the DOD. 
Graph 5 illustrates the evolution of nominal federal, DOD and non-DOD 
contracts in Virginia from FY 2008 to FY 2017. The impact of budget 
sequestration is clearly apparent, with the declines in DOD contracts from 
FY 2012 to FY 2015. The upswing in contracting activity in FY 2016 and 
FY 2017 is good news for those metropolitan areas in Virginia that have a 
large federal presence, especially Hampton Roads and Northern Virginia. 
As FY 2018 may not yet be closed out, we expect that contract awards for 
this year will increase over the coming months.
Recent increases in federal spending have been and will continue to be a 
boon to the Commonwealth’s economy. In the short term, increased federal 
spending will boost Virginia’s economic performance, but the question 
remains, for how long? Graph 6 displays the Congressional Budget 
Office’s projections of the federal deficit from FY 2018 through FY 2028. 
While the Tax Cuts and Jobs Act of 2017 reduced corporate and personal 
taxes and the Bipartisan Budget Agreement of 2018 increased federal 
discretionary spending, the consequence will be a rapid deterioration in 
the fiscal position of the federal government. Even the president’s Office 
of Management and Budget’s FY 2018 Mid-Session Review acknowledged 
that federal deficits will likely exceed $1 trillion in FY 2019.4 
4  Office of Management and Budget, 2018 Mid-Session Review, Table S-1 Budget Totals, https://www.whitehouse.gov/wp-content/uploads/2018/07/19msr.pdf.
The rapid increases in the federal deficit and, therefore, gross federal 
debt, should be of concern. Deficits do matter, and the fiscal position of the 
federal government is clearly unsustainable over the long run. Whether 
it is the end of the current economic expansion or an unforeseen turn of 
events in financial markets, the federal government will have to, at some 
point, address its fiscal imbalance. In all likelihood, this turn of events 
will lead to reductions in federal spending and increases in federal taxes, 
neither of which will bode well for the Commonwealth.
Federal spending thus constitutes a blessing and a curse for Virginia. 
Increases in federal spending provide fuel for the Commonwealth’s 
economic engine, but budget sequestration illustrated that federal 
spending can also act as a brake on economic activity. With 
approximately 30 percent of economic activity in the Commonwealth 
tied to the federal government, much of the economic fate of Virginia 
is determined by politics in the District of Columbia. Our challenge is 
to leverage the strengths of federal spending, even while fostering a 
climate that promotes growth in the private sector.
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GRAPH 5
NOMINAL TOTAL FEDERAL CONTRACT AWARDS, DOD CONTRACT AWARDS AND NON-DOD CONTRACT AWARDS: 
BILLIONS OF NOMINAL DOLLARS, VIRGINIA, FY 2008 TO FY 2018
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GRAPH 6
PROJECTED FEDERAL DEFICITS: 
BILLIONS OF NOMINAL DOLLARS, FY 2018 TO FY 2028




































































Virginia Rising: Comparisons 
To Other States
The story is now familiar: The twin blows of the Great Recession and 
sequestration contributed significantly to the poor economic performance 
of the Commonwealth over the last decade. Table 4 illustrates that 
Virginia’s economic performance, as measured by growth in real GDP, fell 
from 19th in 2010 to a low of 45th in 2014. Virginia ranked 37th in 2016 
and improved to 19th in 2017. Virginia’s relative economic performance 
has not been something to cheer about this decade.
What should also be clear from Table 4 is that some states (Alaska, North 
Dakota) experienced natural resource booms and busts this decade. When 
oil and natural gas prices were high, these state economies expanded 
rapidly, only to contract when oil and natural gas prices fell. It takes no 
stretch of the imagination to note the fortunes of Virginia were similarly 
tied to the ebb and flow of federal government spending.
Table 5 presents the growth in quarterly real GDP from the first quarter 
of 2016 through the second quarter of 2018. The quarterly data show that 
Virginia’s economic performance was uneven relative to other states in 
2015 and into the first quarter of 2017. Starting with the second quarter 
of 2017, however, Virginia rose in the rankings, vaulting from 35th in 
the first quarter of 2017 to 14th in the second quarter of 2018. Virginia’s 
steady rise in the rankings lends credence to the argument that it has 
finally regained the economic ground lost earlier in the decade.
Of course, Virginia’s improvement in economic performance should not 
be entirely attributed to increases in federal government spending. While 
no measure of business climate is perfect, CNBC annually scores all 50 
states on more than 60 measures of competitiveness. A state’s rank may 
fluctuate year to year, and the trend illustrates the business climate in 
a state relative to other states. Table 6 shows that Virginia consistently 
ranked in the top three from 2007 to 2012 and then proceeded to decline 
in the business rankings through 2016. It appears, however, that efforts to 
improve the climate in Virginia are paying off as the downward trend has 
reversed, and the Commonwealth was fourth in the latest edition of the 
CNBC rankings.
TABLE 4















































Source: Bureau of Economic Analysis, Real Gross Domestic Product by State. Annual percent change in Real 
GDP in parentheses. Data current as of Nov. 2018 and subject to revision. 
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TABLE 5
ANNUALIZED QUARTERLY REAL GDP GROWTH AND REAL GDP 



















































2018 Q2 14 (4.2%) Texas (6.0%)
New Mexico 
(2.7%)
Source: Bureau of Economic Analysis, Real Gross Domestic Product by State. Annualized percent change 
from preceding period, estimates released November 14, 2018.
5  We recognize that the cost of doing business in Virginia may be biased upward due to the relatively high costs of doing business in Northern Virginia. Certainly, this index is not reflective of the lower costs of doing business in more 
rural areas of the Commonwealth.
TABLE 6






2007 1 Virginia Alaska
2008 2 Texas Alaska
2009 1 Virginia Alaska
2010 2 Texas Alaska
2011 1 Virginia Rhode Island
2012 3 Texas Rhode Island
2013 5 South Dakota Hawaii
2014 8 Georgia Rhode Island
2015 12 Minnesota Hawaii
2016 13 Utah Rhode Island
2017 7 Washington West Virginia
2018 4 Texas Alaska
Source: CNBC, “America’s Top States for Business, Various Years” 
Yet, the Commonwealth should not rest on its laurels. In Graph 7, 
we present the individual ranks for the top four states in the 2018 
CNBC rankings. Lower ranks reflect more desirable rankings. The 
Commonwealth performs relatively well in the workforce category, but is 
only among the top 20 states for economic performance, infrastructure, 
quality of life and technology. Virginia ranked 34th in the cost of doing 
business, illustrating that work still needs to be done to build upon the 
Commonwealth’s recent surge in growth.5
A consistent story emerges from the data. Virginia’s relative economic 
performance lagged in the first part of the decade. The recent 
recovery can be partially attributed to increases in federal spending 
and improvements in the business climate. If Virginia is to continue 
to improve its economic fortunes, then it must address its sometimes-
antiquated tax system, maintain its competitive advantage in workforce 
development and make wise investments in public infrastructure.
17
GRAPH 7
CNBC BUSINESS RANKINGS BY CATEGORY: TOP FOUR STATES, 2018
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Sectoral Growth In Virginia
Economic activity in Virginia results from the efforts of individuals and 
businesses in a variety of sectors. We can assess the contributions of 
each sector to overall economic activity in the Commonwealth to discern 
how the economy is evolving over time. As illustrated in Table 7, the 
contribution of private industries to real GDP, for example, grew from 
80.3 percent in 2000 to 81.8 percent in 2017. Undoubtedly, private-sector 
6   We recognize that federal transfer payments to individuals (Social Security), federal payments for medical services (Medicare and Medicaid) and federal contracts to private businesses will increase the sectoral contributions of 
private businesses, even though the origination of this activity is the federal government.
contributions to real GDP are growing, suggesting that the Virginia 
economy is diversifying.6 
Table 7 also provides the sectoral contributions to real GDP for 2000, 
2010 and 2017. Two sectors – finance, insurance, real estate, rental and 
leasing, and professional business services – accounted for nearly 40 
percent of economic activity in the Commonwealth in 2017. Government 
and government enterprises accounted for another 18 percent of real GDP 
in 2017.
TABLE 7
SECTORAL CONTRIBUTIONS TO REAL GDP: VIRGINIA, 2000, 2010 AND 2017
Industry 2000 2010 2017
Agriculture, forestry, fishing and hunting 0.4% 0.3% 0.3%
Mining, quarrying and oil and gas extraction 0.7% 0.6% 0.5%
Utilities 2.1% 1.6% 1.4%
Construction 6.3% 3.7% 3.9%
Manufacturing 11.6% 9.9% 8.6%
Wholesale trade 4.5% 4.0% 4.3%
Retail trade 5.5% 5.1% 5.6%
Transportation and warehousing 2.6% 2.4% 2.4%
Information 4.1% 4.4% 3.8%
Finance, insurance, real estate, rental and leasing 16.7% 18.1% 18.9%
Professional and business services 13.7% 18.7% 19.9%
Educational services, health care and social assistance 5.6% 6.7% 7.1%
Arts, entertainment, recreation, accommodation and food 
services
3.5% 3.0% 3.0%
Government and government enterprises 19.8% 19.0% 18.2%
Addendum: total private industries 80.3% 81.0% 81.8%
Source: Bureau of Economic Analysis, “Annual GDP by State, 2018”
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From 1997 to 2016, government and government enterprises was the 
largest sector in terms of economic activity in Virginia. However, in 
2017, the professional and business services sector and the finance, 
insurance, real estate, rental and leasing sector eclipsed the government 
and government enterprises sector. The smaller share of the government 
and government enterprises sector was due less to a decline in overall 
economic activity and more to the faster rates of growth in the other two 
sectors.
Another way to analyze each industry sector’s contribution to real GDP is 
to examine its percentage of total employment. Table 8 provides the total 
employment of each sector and its share of total nonfarm employment 
in 2000, 2010 and 2017. These numbers echo the story told in the 
contributions to real GDP data. In 2000 and 2010, the government sector 
was the largest employer in the Commonwealth. By 2017, however, the 
professional and business services sector employment had a larger share of 
total nonfarm employment than the government sector.
TABLE 8
SECTOR EMPLOYMENT AS A PERCENT OF TOTAL NONFARM EMPLOYMENT: 
VIRGINIA, 2000, 2010 AND 2017
Industry 2000 2010 2017
Forestry, fishing and related activities 0.3% 0.3% 0.3%
Mining, quarrying and oil and gas extraction 0.3% 0.3% 0.3%
Utilities 0.3% 0.2% 0.2%
Construction 6.4% 5.7% 5.5%
Manufacturing 8.3% 5.1% 4.8%
Wholesale trade 2.8% 2.5% 2.4%
Retail trade 11.0% 9.9% 9.6%
Transportation and warehousing 3.1% 2.8% 3.6%
Information 2.9% 1.9% 1.6%
Finance, insurance, real estate, rental and leasing 6.8% 8.3% 8.9%
Professional and business services 15.9% 17.9% 18.1%
Educational services, health care and social 
assistance
8.7% 11.1% 11.7%
Arts, entertainment, recreation, accommodation and 
food services
7.9% 8.5% 9.3%
Government and government enterprises 18.3% 18.4% 16.9%
Addendum: total nonfarm employment 4,337,959 4,689,327 5,151,514
Source: SA25N Total Full-Time and Part-Time Employment by NAICS Industry. Note that farm employment was 61,192 in 2000, 53,862 in 2010 and 48,859 in 2017.
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Table 9 sheds light on the growth of professional and business services. 
Within this sector, employment grew rapidly in the professional, scientific 
and technical services sub-sector from 2000 to 2010, though it grew at 
a slower pace from 2010 to 2017. Administrative and support services 
grew from 2000 to 2010 and increased at a faster pace from 2010 to 2017. 
Management of companies and enterprises, while growing absolutely over 
time, has fallen as a percentage of nonfarm employment. One might expect 
this category to grow slower than total nonfarm employment, as these jobs 
tend to be highly skilled and well compensated.
Let’s compare this to the government and government enterprises sector. 
Federal, state and local government employment were all higher in 2017 
than 2000; however, military employment declined dramatically over this 
period. Military employment fell from approximately 165,000 in 2000 to 
about 152,000 in 2010, to approximately 134,000 in 2017. The gains in 
federal, state and local employment offset these losses, but overall the 
sector grew slower over the period and thus fell as a percentage of total 
nonfarm employment.
The composition of the Virginia economy has been shifting slowly 
toward private-sector activity, in large part due to stagnant federal 
government spending. The gains in professional and business services 
and the finance, insurance, real estate, rental and leasing sector have 
helped diversify economic activity in the Commonwealth. The recent 
increases in federal spending, however temporary, will also help lift 
economic growth, but military and federal employment is a shrinking 
slice of the overall economic pie. In some respects, it appears that 
Virginia is improving its economic footing by becoming less dependent 
on federal government spending. Time will tell if the Commonwealth 
can take advantage of this opportunity to bolster the foundations of 
private-sector growth.
TABLE 9
SELECTED SECTOR EMPLOYMENT AS A PERCENT OF TOTAL 
NONFARM EMPLOYMENT: VIRGINIA, 2000, 2010 AND 2017
Industry 2000 2010 2017
Professional and business 
services
15.9% 17.9% 18.1%























































Addendum: total nonfarm 
employment
4,337,959 4,689,327 5,151,514
Source: SA25N Total Full-Time and Part-Time Employment by NAICS Industry
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Labor Markets Continue 
To Improve
With the increases in overall economic activity in 2017 and into 2018, it 
should be no surprise that labor market conditions have improved as well. 
Graph 8 illustrates the growth in the seasonally adjusted labor force and 
individual employment from January 2007 to August 2018 for Virginia. 
One can clearly see the impact of the Great Recession on the size of the 
labor force and individual employment. Following the trough of the Great 
Recession in 2010, the gap between the two series has narrowed, at times, 
for different reasons.
In the wake of sequestration, the civilian labor force declined into the 
fall of 2015. After that, more Virginians joined the labor force and the 
series has trended upward for the last three years. On the other hand, 
the individual employment series has continued to move upward since the 
trough of the recession. In 2018, individual employment grew at a more 
rapid rate than the labor force, continuing to narrow the gap between the 
two indicators of the overall health of the labor force.
There were approximately 4.36 million people in the Commonwealth’s 
civilian labor force in October 2018. This represented a 3.5 percent gain 
from the doldrums of October 2015 and 0.8 percent from October 2017. 
The good news is that people were finding jobs. Individual employment also 
rose during this period. Employment growth was 4.9 percent from October 
2015 to October 2018 and 1.5 percent from October 2017 to October 2018. 
Because gains in individual employment outpaced gains in the labor force, 
Virginia’s unemployment rate has fallen from a postrecession high of 7.5 
percent in February 2010 to a seasonally adjusted post-recession low of 2.9 
percent in October 2018 (Graph 9). Virginia’s unemployment rate has not 
been this low since 2007 and, given the prospects for continued economic 
growth, is likely to trend even lower into 2019. The challenge now is to 
find qualified individuals, given that Virginia’s unemployment rate is near 
what most economists would consider full employment.
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GRAPH 8
SEASONALLY ADJUSTED LABOR FORCE AND CIVILIAN INDIVIDUAL EMPLOYMENT: 
VIRGINIA, JANUARY 2005 TO OCTOBER 2018
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GRAPH 9
SEASONALLY ADJUSTED UNEMPLOYMENT RATE: 
VIRGINIA, JANUARY 2005 TO AUGUST 2018






SEASONALLY ADJUSTED UNEMPLOYMENT RATE: VIRGINIA,	JANUARY 2005 TO AUGUST 2018	
















































i©©1 i©©ij i©©~ i©~© 
2018 STATE OF THE COMMONWEALTH REPORT
24 VIRGINIA BREEZES ALONG, BUT ARE THERE STORM CLOUDS ON THE HORIZON?  ■
Nonfarm Payrolls (Jobs)
As with individual employment, nonfarm payrolls (jobs) continued to 
expand in 2017 and into 2018. Graph 10 illustrates the number of jobs in 
the Commonwealth from January 2007 to October 2018. The good news 
is that nonfarm payrolls expanded by 1.8 percent from October 2017 to 
October 2018, reinforcing the narrative of an expanding Virginia economy.
In Graph 11, we compare the year-over-year change in jobs for Virginia 
and the United States. Virginia’s job growth was as strong (if not 
stronger) than the United States prior to the Great Recession, and the job 
losses in the Commonwealth were not as significant as in the nation. After 
the recession, however, job growth in the United States, for the most part, 
outpaced that of the Commonwealth. In 2018, it appears that job growth in 
Virginia has accelerated and is approaching that of the United States.
If labor markets are indeed tightening in the Commonwealth, then we 
would reasonably expect that earnings would increase and likely outpace 
inflation.7 We thus are interested in real average hourly earnings because 
real earnings control for the impact inflation has on our analysis. Graph 12 
presents real average hourly earnings for Virginia and the United States 
for the period January 2007 to October 2018.
An immediate observation is that real hourly earnings were higher 
in Virginia compared to the U.S. between January 2007 and October 
2018. Not only were real average hourly earnings higher in Virginia, but 
earnings also grew faster in Virginia than the U.S. this decade. Recently, 
real average hourly earnings grew by 0.7 percent in the Commonwealth 
from October 2017 to October 2018, slightly faster than the nation as a 
whole. Over the same period, real average hourly earnings increased by 0.5 
percent for the United States.
7  Average hourly earnings reflect not only changes in hourly and incentive wages rates, but also variable factors such as overtime and late-shift work. For further information, see https://www.bls.gov/opub/hom/pdf/ces-20110307.pdf.
One possible constraint on the ability of the United States and 
Virginia to sustain the current economic expansion is labor markets 
that are near what most economists would consider to be full 
employment. Anecdotal reports suggest that employers are resorting 
to poaching employees instead of filling positions from the ranks of 
the unemployed. The rises in real average hourly earnings are another 
signal of the tightness of the Commonwealth’s labor markets. 
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GRAPH 10
SEASONALLY ADJUSTED NONFARM PAYROLLS: 
VIRGINIA, JANUARY 2007 TO OCTOBER 2018
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GRAPH 11
YEAR-OVER-YEAR CHANGE: 
SEASONALLY ADJUSTED NONFARM PAYROLLS FOR THE 
UNITED STATES AND VIRGINIA, JANUARY 2007 TO OCTOBER 2018






YEAR-OVER-YEAR CHANGE: SEASONALLY ADJUSTED NONFARM PAYROLLS IN VIRGINIA AND THE UNITED STATES, 
JANUARY 2005 TO AUGUST 2018 
	












































~  (i@ @, 
~ 

















@, c~  
c~  
c~  
g:(0)(0)1 g;{O)(O)~ g;{O)(O)~ g;{O)~(O) g;{O)~~ 
27
GRAPH 12
SEASONALLY ADJUSTED REAL AVERAGE HOURLY EARNINGS: 
UNITED STATES AND VIRGINIA, JANUARY 2007 TO OCTOBER 2018
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Labor Force Participation
The civilian labor force represents those individuals who are employed or 
who are seeking employment. Disaffected workers who have abandoned 
attempts to secure gainful employment are not included in the labor force, 
employment and unemployment data. Labor force participation, which is 
a percentage of the working-age (19 to 64) population that is employed 
or unemployed and seeking employment, typically falls during economic 
contractions and rises during economic expansions. Graph 13 presents 
labor force participation rates for the U.S. and Virginia.
One immediate observation is that labor force participation has declined 
in the aftermath of the Great Recession and has not recovered to 
prerecession levels in the ensuing economic expansion. The long-term 
decline in labor force participation rates represents an economic puzzle, 
with demographic change (baby-boomer retirements), dependence on 
government benefits structural employment (jobs exist, but workers are 
not qualified to fill them) and the opioid crisis all considered as potential 
contributing factors. Contrary to some arguments, part-time employment 
and “gig economy” employment does not appear to be a contributing 
factor. In any case, real earnings growth has not yet been enough to pull 
many disaffected workers back into the labor force.
One perspective is that the demand for labor has shifted over the previous 
decades in favor of highly skilled labor and will be likely to do so over 
the coming decade.8 While manufacturing’s share of GDP has remained 
relatively steady, manufacturing employment has fallen due to significant 
improvements in worker productivity. Fewer workers can produce more 
output, and this trend is likely to accelerate as automation accelerates 
in the manufacturing and service industries. Automation may have 
eliminated jobs within an industry in the past, but workers could retrain 
within the industry. Automation now appears to be eliminating entire 
industries, to the benefit of consumers and businesses but the detriment of 
the workers who now must learn new skills for different industries.
8  Eleanor Krause and Isabel Sawhill, 2017, “What we know and don’t know about declining labor force participation: A review,” The Brookings Institution.
9  https://www.brookings.edu/bpea-articles/mortality-and-morbidity-in-the-21st-century.
Another perspective is that the supply of labor is no longer as responsive 
to increases in real earnings as it was in the past. Disaffected workers 
may have high reservation wages due to their ability to cobble together 
cash income with public benefits. These workers may also be in poorer 
health due to “diseases of despair” and are effectively unemployable in 
many industries due to substance abuse.9 A not-so-uncommon complaint 
by employers in manufacturing and transportation industries in Hampton 
Roads, for example, is that skilled workers are in short supply and many 
who apply for work are disqualified due to substance abuse.
Labor force participation rates also vary across the Commonwealth. 
Figure 1 displays the labor force participation rates by locality in 2017. 
Labor force participation rates are markedly lower in southwestern 
Virginia, with some counties observing participation rates below 50 
percent. The highest labor force participation rates are those above 70 
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FIGURE 1
LABOR FORCE PARTICIPATION RATES BY LOCALITY, 2017






Source: U.S. Census Bureau, American Community Survey, 2017, 1-Year Estimates 
 





Table 10 lists the top five and bottom five localities in terms of labor force 
participation rates. The variation of rates across the state is the result of 
changing industry sectors’ contributions, discussed earlier in the chapter. 
The growth in business, finance and real estate sector contributions 
since 2007 reflects the high labor force participation rates in Northern 
Virginia, Richmond and Hampton Roads, while the decline in coal mining, 
manufacturing and construction has contributed to the low participation 
rates in southwestern Virginia. 
TABLE 10
LABOR FORCE PARTICIPATION RATES 





Change in Labor Force 
Participation Rate, 
2011-2017
Arlington County 80.7% -4.6%
Alexandria 80.5% -2.8%
Loudoun County 80.2% -4.1%






Change in Labor Force 
Participation Rate, 
2011-2017
Buchanan County 36.1% -18.5%
Dickenson County 36.8% -15.1%
Lee County 42.7% -19.4%
Wise County 43.4% -22.5%
Tazewell County 46.1% -12.0%
Source: U.S. Census Bureau, American Community Survey, 2017, 1-Year Estimates
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Amazon Is Coming: What We 
Know, What Is Uncertain
On Nov. 13, 2018, Gov. Ralph Northam announced that Amazon had 
selected Virginia as one of the two sites for its second headquarters, 
commonly referred to as “HQ2.” HQ2 will be located in Arlington County 
and Alexandria, and Amazon is expected to create more than 25,000 jobs 
over the coming decade. The expectation is that the initial construction 
and site development will occur in Pentagon City and Crystal City. 
Northam noted, “This is a big win for Virginia – I’m proud Amazon 
recognizes the tremendous assets the Commonwealth has to offer and 
plans to deepen its roots here.” 
We recognize that the Commonwealth will provide incentives for Amazon 
to locate a portion of its HQ2 in Virginia (the other site being in New 
York). While proponents of the effort to attract Amazon have pointed 
to the likely creation of high-wage jobs, opponents have argued that 
public subsidies should not be used to the benefit of private corporations. 
Wisconsin, for example, has promised to provide Foxconn, which pledged 
to invest $10 billion in an LCD manufacturing plant, with an estimated 
$4 billion in subsidies for the promised benefit of 13,000 jobs. Recently, 
Foxconn announced that the number of expected jobs may actually be 
fewer than 4,000. The estimated subsidy per job has risen, some argue, to 
more than $300,000.10 
At first glance, the $550 million in workforce cash grants for 25,000 
jobs, infrastructure investments in Arlington County and Alexandria, 
and a $1 billion Virginia Tech innovation campus might draw similar (if 
not as costly) comparisons to the Foxconn package. However, we note 
that the Commonwealth has wisely included language to mitigate the 
risks associated with the Amazon HQ2 incentive package. In fact, the 
language suggests that Virginia may “claw back” incentives if Amazon 
underperforms its jobs creation targets, one of many significant differences 
from the Wisconsin-Foxconn incentive program.
10 https://www.forbes.com/sites/jeffreydorfman/2017/09/06/government-incentives-to-attract-jobs-are-terrible-deals-for-taxpayers/#41dd1b96eff6.
11 https://www.mwcog.org/documents/2018/09/12/regional-housing-memo-to-cog-board-cog-board-affordable-housing-housing.
12 Urban Institute, October 23, 2018. “What HQ2 could mean for the Washington region’s housing market, in 7 chats.” https://apps.urban.org/features/amazon-hq2-washington-housing-charts.
How, then, will Amazon’s HQ2 impact Virginia? First, it is unlikely 
that job creation will be limited solely to Amazon. At first, construction 
employment will rise as new buildings are constructed and existing 
buildings are renovated at the National Landing site. As construction 
employment tapers in the coming years, Amazon’s employment is likely 
to rise, and the average and median wages of these jobs are expected to 
be higher than the region’s average. It is reasonable to expect that for 
every job created by Amazon, at least 0.5 to 1.5 jobs will be indirectly 
created in the regional economy. Even a conservative estimate suggests 
that the location of HQ2 will lead to the overall creation of almost 
40,000 jobs, and a more optimistic estimate is well over 60,000 jobs. The 
difficulty in assessing how HQ2 will affect the Commonwealth lies not 
only in the number of jobs created, but also on the number of firms that 
decide to co-locate in Northern Virginia as part of an innovation cluster. 
As the number of indirect jobs created increases, the per-job-created 
incentive costs will decline, increasing the return on investment for the 
Commonwealth.
Undoubtedly, HQ2 will also present challenges for local governments. A 
recent report by the Metropolitan Washington Council of Governments 
estimated that the region needs 235,000 more housing units by 2025 to 
keep pace with expected job growth,11 an estimate created prior to the HQ2 
announcement. In the relatively more urbanized cities and counties of the 
Washington, D.C., metropolitan area, average real household incomes have 
risen steadily since 2000.12 Why? Existing residents are moving up the 
income ladder and job creation is attracting new, higher-income residents 
to the area. Adding new jobs from Amazon and associated firms that are 
relatively high-income would likely continue the appreciation of housing 
prices. As lower- and middle-income individuals are “squeezed” out of 
residential housing and into rental housing, rents are likely to increase 
across the region. Residents clearly trade distance for housing cost, 
leading to some of the longest commuting times in the nation. We want 
to clearly state that this challenge would occur even if Amazon had not 
selected National Landing as its site for the Virginia portion of HQ2.
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Given these uncertainties, can we determine the economic impact of 
Amazon HQ2? To generate reasonable estimates of economic impact, we 
would not only need to assume the number of jobs created by Amazon 
but also the indirect jobs associated with the construction and operation 
of HQ2. It is likely that the total number of jobs (direct and indirect) 
will near, if not exceed, 40,000. The overall increase in economic activity 
associated with HQ2 is also expected to lead to firm creation and 
relocation. In other words, entrepreneurs will start new firms around 
HQ2 and other firms will relocate to be near HQ2. We argue that this 
is the most uncertain part of the estimates of the economic impact of 
HQ2 in Northern Virginia. If HQ2 leads to an innovation – information 
technology cluster due to entrepreneurial activity and firm relocation 
– then the Commonwealth’s incentives will almost certainly look paltry 
in comparison. We have observed this effect with other large technology 
firms and are optimistic that, given wise investments in higher education 
and public infrastructure, it is entirely possible it will occur. Quantifying 
the scope of this emerging cluster and the benefits for the Commonwealth, 
however, would require significant assumptions about how many and 
what types of firms are created and relocate to the Commonwealth. Even 
with these uncertainties, however, we are optimistic that Amazon will 
spur increased job creation, tax revenues and economic growth in the 
Commonwealth.
What should Virginia do in the interim? We continue to advocate for wise 
investments in public infrastructure, education, and a favorable business 
climate. Amazon’s decision may spur increased attention and funding, 
which would have positive spillovers in attracting other businesses to the 
Commonwealth. Virginia should focus on creating a climate that leads to 
improved investments in broadband infrastructure, so firms can locate in 
other areas of the state that are reasonably close to HQ2 but sufficiently 
far away that the cost of doing business is lower. Amazon’s HQ2 presents 
a unique opportunity for the Commonwealth to build its reputation as an 
innovative state that is a welcoming home for business.
Final Thoughts
For the first time this decade, Virginia is poised to grow robustly for two 
(if not more) consecutive years. Rising economic activity is reflected in 
increases in general fund tax collections, individual employment, jobs and, 
finally, real average hourly earnings. The Commonwealth’s fiscal situation 
has improved (in part due to windfalls from the Tax Cuts and Jobs Act’s 
changes to the federal tax structure) and the reserve fund is appreciably 
higher than anytime this decade. One might survey the economic data 
and conclude that not only is Virginia back, but that it is back with a 
vengeance. 
The Book of Job contains a verse appropriate for the Commonwealth: “The 
Lord giveth and the Lord taketh away.” Increases in federal government 
spending have provided a short-term boost to economic growth in the 
United States and Virginia. A divided Congress, ongoing investigations and 
a decelerating international economy make the future less certain. The 
debt ceiling suspension expires on March 1, 2019, and the Budget Control 
Act’s discretionary spending caps return on Oct. 1, 2019. Those who 
stridently argued that sequestration would never happen because Congress 
would never act in such a harmful way should not assume that history will 
not repeat itself in 2019.
Virginia succeeded in attracting Amazon and even though there are 
substantial future costs involved, taken as a whole, this is a good 
development for the Commonwealth. Yet, Virginia must also be wary of 
giving away the store to attract new firms. Rather than expending public 
funds to subsidize the activities of private firms, it would be more prudent 
to improve the regulatory climate, reform the tax system and make wise 
investments in infrastructure, rural broadband and K-12 education. Now 
is not the time to rest on our laurels and proclaim that our policies are a 
success. One hill has been climbed and now new hills await.
